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KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars unless noted) 


Fiscal Year Ending March 31, 1985 1986 
Projections 


Domestic Economy 


Population (millions) 3.39 es 
Population growth (%) 0.8 =), 2 
GDP in current dollars 20,2494 ,5 23; 287.6 
Per capita GDP, current dollars Os 5 7,066 
GDP in constant NZ$ (1977/78=100) 17,642 18, 033 

% change 4.8 fun 
Consumer Price Index % change 13 4 13.9 


Production and Employment 


Labor force (1,000s) 
Unemployment (avg. % for 
Govt. financial deficit 


Balance of Payments 


Exports (F.O.B.) 

imports (F.0.B.) 

Trade balance 

Current-account balance 
Foreign debt (FY) (Official) 

Foreign debt total 

Interest Payments on official 
overseas debt as % of exports 
of goods and services 

Debt-service ratio for official 
debt as % of exports of goods 
& services 

Foreign exchange reserves 
(year end) 

Average exchange rate 

for year (X = U.S. $1.00) 


.S.-New Zealand Trade (Calendar Year - U.S. data) 


exports to NZ (F.A.S 
imports from NZ (C.I 


= 721.6 3.6 200 (Jan-A 
S Paes) 964.9 1; 08929 400 (Jan-A 
rade balance =—2AS 3 —-216.3 -200(Jan-A 
-S. Share of NZ exports (%) 17 19 19 (Jan-A 
S. share of NZ imports (%) eZ 16 10 (Jan-A 


Principal U.S. exports (1986): office machines; fertilizers; engine 
Principal U.S. imports (1986): beef; wool; lamb; fruit; fish; cheese 


Sources: Reserve Bank, Department of Statistics, Embassy projections 





SUMMARY 


Reforms begun by the New Zealand Government in 1984 have been aimed 
at transforming the nation’s economy from one of the most regulated 
in the Western world to one that is much more market oriented. By 
mid-1987 past reforms were being consolidated while the country 
awaited the introduction of additional measures. The procedure of 
shifting from a dependence on subsidization and protection to a 
determination to use resources efficiently to produce for both the 
domestic and foreign market has been a painful one for many 
sectors. However, the surprising growth shown by the New Zealand 
economy in the 1986/87 fiscal year (April-March) provides some 
evidence that the process has not been entirely disruptive. 


Nearly all sectors of the economy contributed to a real GDP growth 
of 2.4 percent in 1986/87. This growth surprised many observers who 
had been expecting flat, even negative GDP figures for the period. 
The outcome was distorted by a meatworkers strike in the previous 
year which resulted in a carryover of production and exports into 
the 1986/87 period. A further distortion, the introduction of a 10 
percent tax on all goods and services as of October 1, 1986, caused 
a flurry of economic activity in the middle two quarters of the past 
fiscal year as consumers advanced spending plans to avoid the tax. 


The Goods and Services Tax also contributed to a record high 
inflation rate which reached 18.9 percent in June 1987. The price 


outlook is for an easing of inflation, perhaps to single digit 
levels, by March 1988. Unemployment, however, has been rising and 
is expected to continue to edge even higher through the first 
quarter of 1988. 


Largely due to improved trade figures, the current account deficit 
narrowed in 1986/87. With favorable prices for New Zealand’s 
primary exports, the trade picture should continue to show 
improvement through 1988. The main contributor to the nation’s 
export earnings, the agricultural sector, is adapting well to the 
new economic environment. 


Nevertheless, the overall picture is one of declining economic 
activity for at least the next 6 to 9 months due to a downturn in 
investment and lower demand. The economy should make a strong 
comeback in the second half of 1988 as lower interest rates spur 
investment and the external sector continues to improve. 


U.S. exporters are well placed to take advantage of the increased 
level of competition arising from the economic reforms as the weaker 
U.S. dollar makes high-tech items and other U.S. exports price 
competitive in the small but interesting New Zealand market. 
Deregulation of the business and financial sectors also opens new 
opportunities for U.S. investment. The outlook for a strengthening 
economy adds to the improved business prospects. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Growth and Distortion: The New Zealand economy showed surprising 
strength during the past fiscal year. GDP in real terms attained a 
2.4 percent growth rate in the New Zealand fiscal year which ended 
March 31, 1987. The trade and utilities sectors recorded the 
largest expansion, but nearly all sectors participated in the growth 
pattern. This outcome confounded most local economic analysts who 
had been working under the assumption that the traditional 
agricultural and manufacturing sectors were depressed with only 
financial services experiencing a comparative boom. 


The pattern of economic activity in the past year was distorted by 
at least two major factors. First, the growth rate was boosted by a 
meatworkers strike in the previous year, which resulted in much of 
the season’s production being pushed forward into the next fiscal 
period. The introduction of a 10 percent Goods and Services Tax 
(GST), a value added tax, on October 1, 1986 created a second 
significant distortion in the New Zealand economy. Retail sales 
soared in the 6 months prior to October as consumers sought to avoid 
the upcoming tax by advancing spending patterns. Deregulation of 
the financial sector, which enabled households to expand their debt, 
contributed to the sales boom. Retail sales rose by 2.5 percent in 
the June 1986 quarter and by 7.5 percent in the following quarter. 
There is evidence that business recognized the temporary nature of 
the spending spree as firms tended to run down inventories and push 
up prices rather than increase employment and expand capacity to 
meet the demand. Nevertheless, GDP increased by 3.4 percent in the 
June quarter and a further 1.8 percent in the 3 months up to October 
1. As anticipated, there was a 2.8 percent decline in GDP in the 
December 1986 quarter, but real growth rebounded by an unexpectedly 
strong 1.2 percent in the final 3 months of the 1986/87 fiscal year. 


However, economic activity has slowed, with both consumption and 
investment down. For the fiscal year which will end March 31, 1988, 
real GDP may show negative growth with a drop of at least .5 percent 
forecast. The downturn is not likely to extend through the 
remainder of 1988. The economy is expected to begin a recovery in 
the latter part of 1988 as private investment expenditure and an 


improving external sector combine to exert a positive influence on 
the economy. 


Prices: The Goods and Services Tax placed strong upward pressure on 
consumer price levels. The consumer price index as of March 31, 
1987, stood 18.3 percent above the level it recorded a year 

earlier. Excluding the estimated impact of GST on prices, the 


underlying inflation rate remained in double digits at about 12 
percent. 





Price increases were widely expected to ease in the second quarter 
of 1987. The June quarter increase in the CPI of 3.3 percent, which 
brought the year-on-year inflation to a record rate of 18.9 percent, 
therefore came as a shock to government, business, and financial 
circles. Interest rates and increases in the costs of food, 
clothing, gasoline, housing and beer were the main contributors to 
the unexpected rise. 


The June quarter outcome quite likely offset government efforts to 
dampen inflationary expectations through jawboning. Wage round 
negotiations for 1987 are certain to be influenced by the record 
high price levels, and salary increases resulting from the 
negotiations could add further fuel to New 7ealand’s double digit 
inflation rate. 


Nevertheless, most government and business analysts remain 
optimistic that inflation will turn down sharply in the December 
1987 quarter to reach 8 to 9 percent for the year ending March 31, 
1988. They foresee a further decline to the 6 percent range in the 
following year. Factors contributing to the optimistic p ice 
outlook include low inflation for New Zealand’s trading partners, 
expectations that the New Zealand dollar will remain relatively 
strong, low domestic demand, and the prospect of lower interest 
rates. 


Investment: Business investment contracted in the past fiscal year 
and seems likely to continue to decline during the 1987/88 period. 
Gross fixed capital formation is forecast to drop by 5.9 percent in 
1987/88 before recovering somewhat the following fiscal year. The 
depressed investment levels reflect a combination of decreased 
domestic demand, falling profitability, and high interest rates. 
These conditions will continue to exert an adverse influence on 
investment decisions in New Zealand for the next 6 to 9 months. 


In contrast to most sectors, commercial building activity has been 
buoyant. In 1986/87 it accounted for a growth of 5 percent in 
nonresidential building. While this activity may taper off as 
business district demand for office space is satisfied, other 
components of the building sector should begin to recover when 
residential building returns to more normal levels following the 
post-GST trough. Other private investment will also recover as the 


economy turns upward and the need for replacement investment begins 
to exert itself. 


Income and Cons tion: Largely due to declining farm income, real 
disposable income fell by 1.2 percent in 1986/87. Real disposable 
incomes may fall further during the present fiscal year as lower 
income tax rates will likely fail to offset the effects of consumer 
price inflation. 


BEST COPY AVAILABLE 





Consumption remained strong during the past fiscal year due mainly 
to the pre-GST boom in consumer spending. During 1987/88, 
consumption expenditures are projected to decline by about 1.5 
percent. Factors influencing the decline include the anticipated 
reduction in real disposable incomes, relatively high interest 
rates, and some rebuilding of savings. 


In the more distant future, a recovery of farm income and declines 
in the rate of inflation should combine to boost real disposable 
income by as much as 2 percent in the 1988/89 fiscal year. However, 
an accompanying anticipated growth in household savings could limit 
consumption spending to a much smaller percentage growth. 


Employment: The unemployment rate as measured by the household 
survey has been hovering at around 4 percent for most of the past 
year. Registered unemployment reached 78,000 in March 1987 as full 
time employment numbers fell by 2 percent in the 1987/88 fiscal 
period. The only industry groups to record significant gains in 
employment were finance, insurance, and real estate. 


There seems little likelihood of any significant improvement in the 
employment situation in the coming year. By March 1988, registered 
unemployment is forecast to rise to over 90,000 and could climb as 
high as 97,000 or 6.5 percent of the labor force in the succeeding 
months of 1988. This rather gloomy forecast is based on the outlook 


for static domestic demand and decreases in public sector employment 
including a phaseout of fully subsidized employment schemes. A 
gradual upturn in employment could begin in late 1988 as the 
economic pace quickens and employers’ expectations improve. 


External Sector: New Zealand’s official overseas debt reached 
$11.7 billion in March 1987, a rise cof $3.6 billion from a year 
earlier. This represents about 44 percent of GDP. The overseas 
debt of government corporations and the private sector also 
increased substantially over the same period. Total external debt 
at the end of March 1987 reached nearly $20 billion, about 

72 percent of GDP compared with 60 percent of GDP a year earlier. 
The rise in official debt was partly offset by an increase in 
official foreign reserves from $1.4 billion as at March 31, 1986 to 
$4.0 billion at the same date a year later. 


The country experienced a significant improvement in its trade and 
current account balances for 1986/87. The merchandise trade balance 
recorded a surplus of $546 million following 2 consecutive years of 
deficits. The current account deficit fell to $1,097 million or 

4.1 percent of GDP, compared with $1,730 million or 7.5 percent of 
GDP the previous fiscal year. 





The value of exported goods and services rose 7.5 percent in 
1986/87. This was due largely to more favorable international 
market conditions for New Zealand’s agricultural exports, 
particularly wool exports which benefitted from strengthening world 
demand. Nontraditional primary products maintained strong export 
growth, reflecting an expanding supply base and continued efforts 
toward market diversification. In addition, the meatworkers strike 
led to a loss of export production in 1985/86, and the carryover 
effects of this production to 1986/87 created an artificial jump in 
export figures for the period when compared with the previous fiscal 
year. 


Import volume declined last fiscal year despite an increase in 
consumer good purchases from abroad to satisfy the spurt in 
consumption demand prior to the introduction of the Goods and 
Services Tax. The growth in consumer imports was more than offset 
by a drop in the import of capital goods as the result of reduced 
domestic investment and the impact of foreign purchase of costly 
capital items such as air transport equipment during 1985/86 which 
boosted capital goods import figures for the fiscal year ending 
March 31, 1986. 


The continued weakness in domestic demand will serve to depress 
import figures over the coming months. Import volumes should begin 


to increase in 1988 due to the anticipated recovery of domestic 
expenditure and perhaps some further increase in import penetration 
as the result of the government’s trade liberalization policies. As 
for exports, New Zealand may not be able to take immediately full 
advantage of a projected rise in international prices for meat and 
wool due to present low sheep numbers in the country. Manufactured 
exports are likely to show only marginal growth. Nevertheless in 
1988/89, exports should begin to show substantial expansion largely 
as a result of growth in the forestry sector and a continuing 
healthy market for agricultural exports. 


Agriculture: Agriculture, particularly the pastoral sector, has 
made an aggressive response to the developments in economic policy 
of the last 3 years. Sheep farmers are returning to wool 
production, while lamb producers are farming out of season lambs to 
cater for special markets. Beef farmers have doubled their intake 
of calves from dairy farms, while they slowly increase herd 
numbers. This year dairy farmers have made their biggest purchases 
ever of marketing facilities overseas. 


Horticulture has been targeted as a growth sector by the Market 
Development Board. This sector faces difficulties of a technical 
nature such as inadequate freight services, quality control, and 
storage facilities. Although these are not insurmountable problems, 
success as measured by increases in overseas returns from any one of 





the innovations in the pastoral sector would exceed any realistic 
growth target from horticulture. The horticulture sector has had 
mixed success this year. Apples continue to secure strong market 
shares and good prices overseas. However, the market for kiwifruit 
is depressed. Generally, agriculture in New Zealand is expected to 
adapt well to new economic circumstances, provided a slump in 
international prices does not occur just as this sector is beginning 
to rejuvenate. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Opportunities: The actions being taken by the Government of 
New Zealand to apply selectively free market principles to the 
economy have created an optimistic outlook in the business 
community. As government agencies were privatized, import licensing 
schemes begun to be dismantled, and tariffs eased, the level of 
competition increased and sales growth occurred. U.S. exporters, 
whose sales position is bolstered by our weak dollar, are doing well 
in the market and are well positioned to ride up an overall growth 
curve in the economy. 


Total New Zealand imports in CY 1986 topped $6.7 billion, an 
increase of 10 percent over 1985 levels. Over 65 percent of the New 
Zealand import market is accounted for by only four suppliers: 
Japan, the United States, Australia, and the United Kingdom. The 
United States, with about 17 percent of the market, is second to 
Japan, which enjoys an impressive 21 percent. U.S. exporters, whose 
competitive position is being enhanced by the strengthening of the 
yen, are well placed to capture sales and increase their market 
share in New Zealand. 


New Zealand is technologically sophisticated, making it one of the 
most attractive small markets for U.S. exports in the Pacific. 

Sales of U.S. high-technology products such as computer software and 
microcomputers are booming, as are sophisticated service areas such 
as international banking. There are healthy and active markets for 
food processing systems, office systems, security systems, and 
general industrial machinery. 


To reduce spending and increase efficiency, the government put 
several state-run offices on a commercial, market accountable 

basis. The Post Office, State Coal, the Electricity Division, the 
Forestry Service, and the Lands and Survey Department became 
corporations. This is bringing increased opportunities for overseas 
suppliers of telecommunications and airport ground-support 
equipment. Also the new corporations are able to purchase locally 
produced goods and services on a competitive basis, rather than 
relying on government agencies as in the past. 





To assist U.S. firms in entering this newly dynamic market, the U.S. 
Foreign Commercial Service has inaugurated American Business Centers 
both in Auckland and Wellington. These small display and 
promotional facilities assist new firms in getting off to the right 
start in the New Zealand market. 


A good agent/distributor or representative is vital. English is the 
national language, and business practices are similar to those in 
the United States. However, standards are mainly European. To 
succeed, suppliers must be prepared to offer equipment fully 
compatible with the operating environment. 


Investment Opportunities: The government actively encourages 
foreign investment, particularly that which provides import 
substitution opportunities, expands export production, and/or 
creates jobs. The Department of Trade and Industry has an 
Investment Unit to help investors. Repatriation and remittance of 
profits and capital are assured. Foreign investment is particularly 
welcome in the tourism, forestry, and manufacturing sectors. 
Deregulation of the financial sector opens opportunities for U.S. 
financial institutions to compete with domestic banks. investment 
by overseas companies or individuals is restricted in farming and 
development of natural resources. However, these restrictions may 
soon be changed as a result of major revisions in the laws now under 
consideration. Foreign firms are now free to invest in New Zealand 


aviation companies. In the energy sector, majority New Zealand 
ownership is required. Investment proposals involving 25 percent or 
more foreign ownership require approval by the Overseas Investment 
Commission; however, approval is granted in almost all cases, and it 
is possible to have 100 percent overseas ownership. 


Special Market Considerations: Import licensing is now at minimum 
levels and will be completely phased out by 1988. As of December 
1985, tariffs on a wide range of consumer products not made in New 
Zealand were reduced to zero. 


In July 1986, the government expanded the list of goods with reduced 
normal and preferential tariffs, building on earlier reductions. 


U.S. suppliers should be aware that there are still in effect about 
a dozen industry plans that impose special conditions on competing 
imports to protect local industries (i.e., automobiles, textiles, 
footwear, plastics, rubber, and electronics). The government is 
gradually adjusting the plans in line with the ongoing import 
licensing and tariff reform. By reducing protection, the government 
hopes local industries will be persuaded to increase efficiency. 


Trademarks are protected under common law, but registration under 
the Trademarks Act gives additional statutory protection. Patents 
are granted for a maximum of 16 years. Requirements are stringent, 





and the service of a patent attorney is often necessary. Copyright 
automatically applies to an original work like sound recording, 
cinematographic film, or television broadcasts. Neither 
registration of the work nor use of a special mark are required. 
Copyright protection for computer programs is implied in the current 
copyright legislation. New Zealand is a signatory to both the 
Universal Copyright Convention and the Berne Convention. 


In early 1983, Australia and New Zealand signed a free trade area 
arrangement called CER, or Closer Economic Relations. It is 
designed to eliminate, on a progressive scale, trade barriers on a 
wide range of products. CER will expand access to the Australian 
market for New Zealand producers as more products and services are 
brought into the tariff-free category. New Zealand has become an 
attractive location for U.S. firms for manufacturing under license 
to service both the Australian and New Zealand markets. CER is 
beginning to move the two countries toward harmonizing laws on 
standards, customs, trading practices, and industry safeguards. 
U.S. exporters and investors can benefit, as selling to an 
18-million consumer market will earn better returns than the New 
Zealand market alone. 


The U.S. and Foreign Commercial Service, the Foreign Agriculture 
Service, the Economic Section at the American Embassy in Wellington, 
and the Commercial Office at the Consulate General in Auckland can 


provide further information and assistance. However, the first 
point of contact should be the U.S. Department of Commerce in 
Washington, D.C. (New Zealand Desk Officer, 202-377-3647), or one of 
the Commerce district offices in major cities around the United 
States. 











Show the world what 
you've come U 
now! 


AMERICAN INGENUITY 


American business is known around the world 
for its inventiveness, its competitiveness, and 
its ingenuity. Take advantage of America’s 
reputation and increase your profits through 
export. COMMERCIAL NEWS USA magazine 
- a showcase of American ingenuity - can get 
your message directly to over 80,000 business 
and government executives worldwide. 


Your company is part of the American business 
tradition. Join the thousands of U.S. firms each 
year that generate overseas interest and 


product in only one issue. You, too, can use 4 New and productive markets 
this publication to find new overseas agents, 2 ¥s are waiting to see the results of 


distributors, licensees or end users for your ry your ingenuity -let the world know 


product. what you've come up with now. 


Promoting your product, service, or trade and hes COMMERCIAL NEWS USA is the official 
technical publication in COMMERCIAL NEWS \§ export magazine of the U.S. Department of 
USA is easy and cost effective. For less than Commerce. Mail this coupon today or call the 
$200 - a fraction of the cost of commercial Department of Commerce District Office 
advertising - you can test the world market for nearest you for more information on 
your new product or service. It’s a great way to COMMERCIAL NEWS USA or the many other 
begin exporting or expand pees current 1) export assistance programs we have for you. 
exporting activities. Sl rr You'll find us in the white pages of your phone 
book under U.S. Government. 


OL eyay Fone,“ 
U.S. Department of Commerce $y realy st ’%. COMMERCIAL NEWS USA is published 


International Trade Administration 
U.S. and Foreign Commercial Service 
HCHB Room 2106 

Washington, D.C. 20230 


by USDOC’s US and Foreign Commercial 
Service, your global network of trade 
professionals. 
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